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THE FHA AND INFLATION 


T seems to me that the FHA and the Veterans Administration are feeding the gen- 
| eral inflation at a time when all government agencies should try to restrain it, 

I know that this statement will not go too well with many real estate interests who 
are concerned with the fact that at the present time they are making money out of 
Title VI loans, Just so soon, however, as I write in our reports what I think our 
clients would like to read rather than what I believe to be true, I forfeit the right to 
call myself an economic analyst and should establish myself as a press agent for 
various pressure groups, 


The National Housing Act providing for the FHA was signed by President Roosevelt 
on June 30, 1934, In the July 1934 Real Estate Analyst, speaking about the provisions 
for mutual mortgage insurance, I wrote: “We believe that this portion of the Act will 
* revolutionize home financing, It will do away with the greater part of second mort- 
gages with their high discount rates, It will lower interest rates to not more than 
five per cent, It will reduce the percentage of unamortized loans on real property, 
It will liquefy mortgages, It will loosen credit for real estate, It will eventually 
lessen the cost of shelter to the average American family,”* 


In 1933 in the entire United States only 93,000 dwelling units were built, In 1934, 
126,000 were started, and in 1935, 221,000. This was a period of great unemployment 
in the building trades and in the industries which manufactured building materials, A 
period of that sort is a period in which every method should be used to stimulate new 
building, and the FHA during the years that followed was generally praised in our re- 
ports for its part in stimulating new building, although we did point out from time to 
time that basically insurance could not be written on real estate as the mortality of 
mortgages was cyclical and that no regular “death rate” could be figured in advance, 
We stated then that mortgages could be guaranteed provided that the agency making 
the guarantees had unlimited credit at its disposal, 


The guaranteeing of mortgages by private corporations had been tried by com- 
panies such as the Bond and Mortgage Guaranty Company of New York, but all com- 
panies of this kind were wiped out during the depression, 


I thought in 1934 and in the earlier years of the FHA that there was very little 
& risk of the taxpayer having to absorb a loss due to insufficient reserves accumulated 

by the FHA, This was the period in which all of our reports were constantly insisting 
that real estate prices would rise by a considerable percentage and that the best way 





*July 1934 REAL ESTATE ANALYST, page 283, 
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to make money in real estate was to buy slim equities, and that this sort of a policy 
at that time contained little risk, 


I even went so far in The Coming Boom in Real Estatet as to advise home owners 
whose homes were mortgaged and who had cash available, not to pay off the mort- 
gages if they could be renewed: “In a period of rising values you can find places 
where your money can be invested to earn more than the interest you would save, I 
think you will make greater profits by buying a second house with a mortgage on it, 
Rent the second house until the height of the boom, When everyone is convinced that 
real estate is the best of all possible investments sell it and pocket your profit.” 





Much water has gone over the dam, however, in the last thirteen years until today, 
in my opinion, the FHA is a strongly inflationary factor at a time when the Federal 
government and its agencies should employ deflationary policies, In contrast with the 
low building costs of the thirties (our standard six-room frame house in 1934 cost 
$5277 to build) the cost of construction is now at an all-time record level (our house 
now costs $13,695, a 160 per cent increase), The easy credit being provided by the 
FHA and the Veterans Administration is adding fuel to the fire, In the first ten 
months of 1947 $9.4 billion of new money was loaned on real estate, 


Easy credit for real estate, both new and old, has increased the effective demand 
faster than the supply could be augmented, and whenever this has happened, regardless 
of the commodity involved, the price has risen, Due to rent control limiting the in- 
come which could be received from a capital asset whose market price was increasing 
rapidly, several million dwelling units which had previously been rented to tenants 
were now Sold on the inflated market to reluctant buyers whose need for housing 
made them unwilling owners, 


I believe it is fundamental that the way to stop the inflation of prices is to stop the 
inflation of currency and credit, 


This we are not doing, and the potential increases possible in bank loans and in 
additional real estate mortgages have become so alarming that even politicians and 
government officials with their eyes on the election next November may be forced to 
act in early 1948, I have found in the past that there is more real cause for pessi- 
mism on the outlook when the actual situation is not too bad, On the other hand, when 
the situation looks almost hopeless there is a very strong probability that necessary 
corrective measures will be taken, and so in the hopelessness of the present situation 
from the standpoint of the control of inflation I find some reason for optimism, 


It now looks as if in 1947 we will have started 860,000 new dwelling units in all 
nonfarm areas of the United States, This number has been surpassed by the building 
of only three years in the past, and during that period the United States was growing 
much more rapidly than it is at present, 


The present demand for housing still exceeds the supply, but this is due largely 
to the feverish demand for practically all things which always accompanies inflation, 
The actual housing shortage is probably nearly over and any readjustment in business 





{The Coming Boom in Real Estate, by Roy Wenzlick, page 36. Simon & Schuster, New 
York City, publishers, 
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conditions will find residential vacancies appearing in some numbers, 


As I have said before in many of our bulletins, the time to stimulate additional 
building, and for that matter additional business of all kinds, is not at the top of a 
boom but after the natural boom is over and the inevitable succeeding depression 
starts to develop, I would like to see both the FHA and the Veterans Administration 
tighten up all their lending policies and stop insuring loans which by all normal 
standards would be unsafe, Several years from now there might be considerable ex- 
cuse for a more liberal credit policy, but certainly that excuse does not exist today. 


I think the same thing applies very definitely to slum clearance problems, The 
time to clear the slums is during a real estate depression in a period when vacancies 


are high and when obsolete properties have no economic value and can be acquired 
at a low cost, 


I find myself in thorough agreement with the concluding statement of Marriner §S, 
Eccles, Chairman of the Board of Governors of the Federal Reserve System, to a 
Congressional Committeef when he said: “Finally, from the long-range standpoint it 
is vitally important to prevent inflation in the housing field from getting any worse 
than itis, The greater the inflation, the more severe will be the aftermath of de- 
faults, foreclosures, liquidations, and bankruptcy. Over the years the construction 
industry, which is a major outlet for investment and supports a wide variety of re- 
lated manufacturing, transportation and distributing activity, has been characterized 
by violent upswings and downturns, If greater stability could be introduced into this 
field, it would go far towards achieving the national objective of stabilizing production 
and employment at high levels, The more the backlog of demand for housing is filled 
at exorbitant prices now, the smaller will be the cushion under the entire industry 
when prices come down and, therefore, the more intense the deflation in the industry 
will be, Manifestly, this is not in the best interest of the general economy, and what 
is not good for the country as a whole is not good for any group - veterans, or other- 
wise, As has been well said, there is no such thing as easy credit - true, it is easy 
to get into debt but the easier it is to get in, the harder it is to get out, That applies 
to all of us, including war veterans,” 








{Statement by Marriner S, Eccles before the Joint Committee on the Economic Report, 
Special Session of Congress, November 25, 1947, 
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